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November 2003

The Legislative Audit Committee
of the Montana State Legislature:

This is our report on the financial related audit of Montana State University (all campuses) for the two
fiscal years ended June 30, 2003. To accomplish the objectives we previously had in our biennial
financialcompliance audit of the university, we will issue a financial audit each fiscal year covering the
fiscal year’s consolidated financial statements of the university and a financial related audit every other
year. The financial audit of Montana State University’s consolidated financia I statements for the fiscal
year ended June 30, 2002, was issued in a separate report in January 2003 (02-29). The financial audit for
fiscal year 2002-03 will be issued in December 2003.

This report includes recommendations related to monitoring grants and contracts, financial aid, overtime,
inventory, and compliance with state and federal regulations.

We thank the president and university staff for their assistance and cooperation during the audit.

Respectfully submitted,
Signature on File

Scott A. Seacat
Legislative Auditor

Room 160, State Capitol Building PO Box 201705 Helena, MT 59620-1705
Phone (406) 444-3122 FAX (406) 444-9784 E-Mail lad@state.mt.us
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Report Summary

Montana State University
All Campuses

Recommendation #1

Recommendation #2

We performed a financial related audit, as defined in
generally accepted government auditing standards, of
Montana State University, all campuses, for the two fiscal
years ended June 30, 2003. Our audit, in compliance with
these standards, included determining whether (1) financial
information is presented in accordance with established or
stated criteria, (2) the entity has adhered to specific financial
compliance requirements, and (3) the entity’s internal
control structure over financial reporting and/or safeguarding
assets is suitably designed and implemented to achieve the
control objectives.

This report contains nine recommendations addressing areas
where Montana State University can improve its financial
accountability and internal controls, including issues relating
to monitoring of grants and contracts and its compliance
with state and federal laws and regulations relating to
financial aid, payroll, and inventory.

The university’s written response to the audit
recommendations begins on page A-3.

We recommend the university comply with its procedures to
ensure:

A. Expenditures do not exceed authorized budget amounts.

University Response: Partially concur. See page A-4.

B. Expenditure corrections are made and grants are closed
out within 90 days or according to grantor guidelines. .............. 8

University Response: Concur. See page A-4.

We recommend the university comply with its controls over
the grant monitoring process to ensure all state and federal
TEQUITEMENES A€ TNET.u.vuvvvvvvvvvivirvrereninaeeeeeeennnnasnensnenennnennsensnnnnnnes 10

University Response: Concur. See page A-4.
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Report Summary

Recommendation #3

Recommendation #4

Recommendation #5

Recommendation #6

Recommendation #7

Recommendation #8

Page S-2

We recommend the university revise its refunding policy to
ensure the correct date is used to calculate the amount of aid

that must be returned to the U.S. Department of Education........

University Response: Concur. See page A-4

We recommend the university follow the Board of Regents’

policy when issuing refunds. ..........cccccoeevecviiiiiieeieiiiiiieeeeenn,

University Response: Concur. See page A-5

We recommend the university improve procedures to ensure
the financial aid reports are accurate and prepared in

accordance with federal requirements.................ccccvvveeeeeeennnnnns

University Response: Concur. See page A-5

We recommend the university ensure the schedule of
expenditures of federal awards is complete and accurate

before submitting it to OBPP..........ccoccciiiiiiiiiiiiiiieeces

University Response: Concur. See page A-5

We recommend the university:

A. Use proper coding for hours worked in excess of the
amount the position is budgeted for, and

B. Follow the state policy in charging overtime .......................

University Response: Concur. See page A-5

We recommend the university pay the amount of taxes due

the federal government..............cccceeeeeeeieciiiiiiieee e,

University Response: Concur. See page A-6

e 12



Report Summary

Recommendation #9

We recommend the university strengthen its controls for
recording and tracking fixed assets..........ccccvveeieeeeiiiiiiiiiiieieeeens

University Response: Concur. See page A-6

Page S-3






Introduction

Audit Objectives

Background

We performed a financial related audit of Montana State University
(all campuses) for the two fiscal years ended June 30, 2003. The
objectives of the audit were to:

1. Determine if the university complied with applicable state and
federal laws and regulations.

2. Make recommendations for improvements in the internal and
management controls of the university.

3. Determine the implementation status of prior audit
recommendations.

The fiscal year 2002-03 consolidated financial statements of
Montana State University will be audited by our office and a separate
report will be issued in December 2003.

In accordance with section 5-13-307, MCA, we analyzed the costs of
implementing the recommendations made in this report. Each report
section discloses the cost, if significant, of implementing the
recommendation. Other areas of concern deemed not to have a
significant effect on the successful operation of university programs
are not specifically included in the report, but have been discussed
with management.

The Board of Regents of Higher Education approved the current
Montana University System structure in January 1994. The
following chart illustrates the organization of the Montana
University System.
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Figure 1

Montana University System Organization

Board of Regents
of
Higher Education

Commissioner
of
Higher Education

President of
The University of
Montana - Missoula

President of
Montana State
University - Bozeman

Chancellor of
The University of
Montana - Western

Chancellor of Montana
Tech of The
University of Montana

Dean of the Helena
College of Technology
of The University of
Montana

Dean of the Montana
State University —
Great Falls College of
Technologv

Chancellor of Montana
State University -
Northern

Chancellor of Montana
State University -
Billings

Source: Compiled by the Legislative Audit Division from university information.
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Montana State University consists of four campuses:
» Montana State University — Bozeman (MSU-Bozeman)
» Montana State University — Billings (MSU-Billings)

» Montana State University-Northern at Havre and Great Falls
(MSU-Northern)

» Montana State University- Great FallsCollege of Technology
(MSU GF-COT)

All campuses are accredited by the Commission on Colleges of the
Northwest Association of Schools and Colleges. The four campuses
of Montana State University provide undergraduate and graduate
academic and two-year vocationaktechnical programs to students.
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Montana State University reported employee FTE (full-time
equivalent positions) of 3,894.13 for fiscal year 2003. Of these
positions, contract faculty positions were 1,215.93 FTE. The

following table shows reported fiscal year 2003 FTE employees by

campus and type.

Table 1

Montana State University

Full-Time Equivalent Employees

Fiscal Year 2003
Contract Contract Contract - Graduate P_art-

AEEREY Faculty | Administrative | Professional Cleesiizd Assistants &T(IDTheer etz

MSU — Bozeman 683.29 47.47 280.20 968.21 184.72 380.79 2544.68
MSU - Billings 192.83 26.74 59.44 206.03 9.78 55.29 550.11
MSU - Northern 93.02 6.75 50.50 84.35 .66 40.40 275.68
MSU - College of Tech, Great Falls 62.30 3.00 12.80 41.75 1.65 121.50
Agricultural Experiment Station 85.41 .63 40.09 82.72 10.68 14.08 233.61
Extension Service 94.19 1.00 8.07 37.97 18.84 160.07
Fire Services Training School 4.89 3.49 0.10 8.48
Total | 1215.93 85.59 451.10 1424.52 205.84 511.15 3894.13

Source:  Office of Commissioner of Higher Education ""MUS Operating Budgets 2002-2003"
Schedule CHE 113.
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The following table shows actual student full-time equivalent (FTE)

for fiscal year 2003.
Table 2
Montana State University Actual Student FTE Fiscal Year 2003
MSU-Bozeman
Resident: Undergraduate 7,442.67
Graduate 641.62
Total Residents 8,084.29
Non-Resident: Undergraduate 1,898.84
Western Undergraduate Exchange 453.58
Graduate 237.76
Total Non-Residents 2,590.17
Grand Total MSU-Bozeman 10,674.46
MSU-Billings
Resident: Undergraduate 2,864.35
Graduate 262.15
Total Residents 3,126.50
Non-Resident: Undergraduate 80.52
Western Undergraduate Exchange 145.96
Graduate 29.21
Total Non-Residents 255.69
Grand Total MSU-Billings 3,382.19
College of Technology-Billings
Resident: Undergraduate 551.50
Graduate 0.00
Total Residents 551.50
Non-Resident: Undergraduate 12.67
Western Undergraduate Exchange 15.43
Graduate 0.00
Total Non-Residents 28.10
Grand Total COT- Billings 579.60
MSU-Northern
Resident: Undergraduate 1,230.77
Graduate 123.96
Total Residents 1,354.73
Non-Resident: Undergraduate 43.30
Western Undergraduate Exchange 6.20
Graduate 1.71
Total Non-Residents 91.21
Grand Total MSU-Northern 1,445.94
MSU-College of Technology-Great Falls
Resident: Undergraduate 1,040.36
Graduate 0.00
Total Residents 1,040.36
Non-Resident: Undergraduate 12.54
Western Undergraduate Exchange 0.20
Graduate 0.00
Total Non-Residents 12.74
Grand Total MSU-COT-Great Falls 1,053.10
MSU TOTALS- ALL CAMPUSES
Resident: Undergraduate 13,129.65
Graduate 1,027.73
Total Residents 14,157.38
Non-Resident: Undergraduate 2,047.86
Western Undergraduate Exchange 661.37
Graduate 268.68
Total Non-Residents 2,977.91
Grand Total MSU Student FTE 17,135.28
Page 4 . - . .
Source: Office of the Commissioner of Higher Education
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Montana State University-
Bozeman

Montana State University-
Billings

University System Current Funds include appropriated moneys
consisting of state General Funds, millage, tuition and fees, and
interest earnings. Current Funds also include designated, auxiliary
and restricted activity which is not appropriated. Allocations of the
Montana University System state General Fund and millage
appropriations to Montana State University are based upon the
anticipated number of resident students and the cost of educating
students. Personnel from the Commissioner of Higher Education’s
office indicate the General Fund support per resident student is based
on a university system analysis of faculty salaries in states with
similar per capita income, the academic program offerings of the
university, the necessary support expenditures and the proportion of
the cost of education to be paid by resident students. The
commissioner’s office indicated in fiscal year 2003, resident students
paid tuition and fees which amounted to 37 percent of the anticipated
cost of education.

MSU-Bozeman campus was founded in February 1893 as the
Agricultural College of the State of Montana. The university is a
land-grant institution, authorized by the Morrill Act of 1862, and
receives part of its support from land-grant income. The campus
offers four-year undergraduate programs along with master’s and
doctoral graduate programs. It includes the colleges of Agriculture,
Arts and Architecture, Business, Education, Health and Human
Development, Engineering, Letters and Science, Nursing, and
Graduate Studies. Also included as part of the Bozeman campus are
the Extension Service, the Agricultural Experiment Stations, and the
Fire Services Training School which have facilities located in or near

cities or towns throughout Montana.

MSU-Billings, established in 1927, consists of five colleges: the
College of Arts and Sciences; the College of Business; the College of
Education and Human Services; the College of Technology; and the
College of Professional Studies and Lifelong Learning. MSU-
Billings offers one-year and two-year certificate programs, associate
degrees, and bachelor’s and master’s degrees, as well as pre-
professional academic offerings in a number of fields.
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Montana State University-
Northern

Montana State University-
Great Falls College of
Technology

Prior Audit
Recommendations
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MSU-Northern is a regional, multipurpose educational center,
serving students who seek both a technical and liberal arts education.
MSU-Northern offers courses at two locations, the campus in Havre
and facilities in Great Falls. Northern offers associate, bachelor’s,
and master’s degrees. A master’s degree program is offered in
education, with options in counseling and development, elementary

education, vocational education, and general science.

GF-COT was established in 1969 and offers instruction leading to
certificates in one-year programs and associate of applied science
degrees in two-year programs in vocationakttechnical trades and
industry. Programs include practical nursing, dental hygiene,
office/secretarial, interior design technology, computer and
information sciences, various health-related programs, auto body
repair and refinishing, and business management/entrepreneurship.

Our office performed a financialcompliance audit of Montana State
University (all campuses), for the two fiscal years ending June 30,
2001. The university concurred with all 13 recommendations
contained in the report. Of these recommendations, the university
implemented 12 recommendations and partially implemented 1

recommendation.

The recommendation that was partially implemented deals with
physical inventories at MSU—Bozeman and is further discussed on
page 16.



Findings and Recommendations

Grants and Contracts

Overspent Grants and
Untimely Closeouts

MSU-Bozeman received approximately $58.5 million in federal
research funds in each of the fiscal years of our audit period. These
funds are subject to state law and policy as well as federal
regulations. Fiscal managers within the Grants and Contracts office
monitor these grants. Individual principal investigators (PI) at the
departments apply for and receive the grants. The departments are
responsible for the research required by the grant while Grants and
Contracts is responsible for ensuring all federal requirements are
met. Federal requirements include proper identification of federal
grant identification numbers, submission of timely financial reports,
and ensuring only allowable expenditures are charged to the grants.

We noted instances where grant expenditures exceeded authorized
budgets, grants were not properly closed out, and control procedures
were not followed by fiscal managers. As discussed in the following
sections, university management needs to improve controls over

grants and contracts.

At the end of fiscal year 2003, there were nine fiscal managers who
had 164 grants where expenditures exceeded the federal budget by a
total of over $850,000. Although not material to the total federal
awards, the $850,000 represents a commitment from a non-grant
source or an unrecorded loan or expenditure from other university
resources. We noted 71 of these grants had ended at least 90 days
prior to fiscal year end. The dates when the grants had ended range
back as far as February 1999. As of August 29, 2003, the grants had
not gone through the closing process. Grants and Contracts closing
procedures ensure all grant agreement requirements have been met,
all reports were submitted, and cost sharing was correct. University
personnel stated they were aware the grants had been completed, but
in some cases had not had time to go through the formal process of
closing the grant.

In some instances, expenditures are still being charged to the grant
fund even though the grant has ended. According to federal
regulations, unless the federal awarding agency authorizes an
extension, a recipient shall liquidate all obligations incurred under
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Findings and Recommendations

the award no later than 90 calendar days after the funding period or
the date of completion. The grants and contracts policy states it is
the responsibility of each fiscal officer to review, on a monthly basis,
his or her assigned accounts for expenditure levels, cash balances,

project ending dates, and any fiscal activity that appears unusual.

In some instances, the fiscal officers indicated that the grants
appeared to be overspent because some of the costs should be
transferred to other grants or department budgets. University
policies require any cost transfers (expenditure corrections) must be
timely, within 90 days of the original transaction date, and must be
approved by the Grants and Contracts Office. Officials stated they
had not had time to go back and determine which costs might be

approved for transfer.

Based on the number of grants that reflect overspent budgets at

June 30, 2003, it is apparent that the university has not promptly
taken action to resolve this problem. The university is not following
its established controls system. Grants and Contracts should comply
with university policies for grant monitoring. Fiscal officers should
continuously monitor grants and when grant funds are becoming low
they should estimate the cost to finish the grant project, request
approval to use appropriate funds, and update the grant budget for
these funds.

Recommendation #1
We recommend the university comply with its procedures to ensure:

A. Expenditures do not exceed authorized budget amounts.

B. Expenditure corrections are made and grants are closed out within
90 days or according to grantor guidelines.

Controls Over Grants and
Contracts

Page 8

We reviewed 30 grants and contracts and noted the following
instances of non-compliance:

» Two grants were misclassified on the Schedule of Expenditures
of Federal Awards (SEFA). One grant did not have a federal




Findings and Recommendations

identification number and therefore was not recorded as a federal
grant, it was misclassified as a state grant and not reported on the
SEFA. The other grant was reported on the SEFA with an
incorrect federal identification number. Proper identification of
each grant ensures the grants are recorded on the SEFA and
identifies the specific federal regulations that apply to each grant.
University policy requires this information be reviewed by the
fiscal manager as part of the initial grant approval process. The
fiscal manager stated this was an oversight on his part.

» Federal regulations require only time spent on grants be charged
to grants. The university tracks time spent through time and
effort reports. University policy requires the time and effort
reports sent to all departments by Grants and Contracts be
completed and returned to Grants and Contracts within 30 days.
In June of 2003, we noted time and effort reports for the
TechLink department had not been completed since January of
2003. TechLink personnel stated they haven’t had time to
complete the reports. Grants and Contracts personnel stated they
recently hired additional staff to monitor the timeliness of the
submission of time and effort reports by individual departments.

» We noted several grants for MSTA/NASA had not been invoiced
timely. The last invoice was dated April 24, 2003. Funds spent
totaled $238,048, but the university has only received revenue of
$101,330. We noted one grant had not been invoiced since
October 2002. The fiscal manager stated she had received this
project from a former fiscal manager who had last invoiced the
project in January 2002. She noted that the grant file contained
five amendments that had not been signed and approved by the
former fiscal manager so the university had not received any
additional spending authority for this grant. Grants and
Contracts policy states accounts will be billed monthly in an
effort to collect funds in the timeliest manner possible.
University personnel stated they had a large workload and got
behind on the billing of some grants.

» We noted three grants where the Financial Status Report (SF269)
and/or property reports had not been submitted timely.
According to federal regulations, annual reports are due 90
calendar days after the grant year. University personnel stated
they have not had time to prepare and submit the reports.

The instances noted above document areas where the university has
not complied with its control procedures for its grants and contracts.
In order to ensure compliance with university policies and ensure
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Findings and Recommendations

compliance with federal regulations the university should improve

management oversight.

Recommendation #2

We recommend the university comply with its controls over the grant
monitoring process to ensure all state and federal requirements are

met.

Student Financial Aid

Financial Aid Refund
Calculations

Page 10

Student financial aid is federal assistance including Perkins Loans,
Federal Supplemental Educational Opportunity Grants, Federal
Work-Study, Nursing Student Loans and the Scholarship for Health
Professions Students From Disadvantaged Backgrounds. We
reviewed compliance with federal regulations and Board of Regents’
policy related to control and disbursement by the university of these
monies. The following sections discuss instances where the
university can improve compliance with federal regulations and
Board of Regents’ policy.

Students, who receive student financial aid, must return to the U.S.
Department of Education any aid that is not earned by the student.
For all but Federal Work-Study funds, which are earned as the
student performs the job duties, students earn the financial aid by
attending classes. Once students have attended 60 percent of their
classes, they have earned all of their financial aid. A student who
withdraws from the university prior to this 60 percent point has not
earned all of ther financial aid. The university is responsible for
calculating the amount of financial aid that the student must return.
According to federal regulations, the calculation to determine the
amount of financial aid that a student has earned is based on the date
that the student began the withdrawal process prescribed by the
school.

At MSU-Bozeman, a student begins the withdrawal process by
talking with the Dean of Students Office or the Graduate Studies
Office. These offices obtain the information from the student and fill
out an official withdrawal form for the student. The Dean of
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Students Office notifies the financial aid office, where the amount of
unearned financial aid is calculated based on the date of the
notification. In three of the ten instances we reviewed, the
notification date was not the date the student began the withdrawal
process. In these three instances, if the correct date had been used,
an additional $1,800 should have been returned to the U.S.
Department of Education.

Based on differences between the notification date and the
withdrawal date, we identified a potential of 250 student accounts
where the wrong date was used to calculate the amount of unearned
financial aid during the fall 2002 and spring 2003 semesters. We did
not recalculate the refund amount for each of the 250 students.

Recommendation #3

We recommend the university revise its refunding policy to ensure the
correct date is used to calculate the amount of aid that must be
returned to the U.S. Department of Education.

Student Receivables for
Financial Aid Refund

Students who receive federal financial aid and withdraw early from
the university are required to pay the U.S. Department of Education
the amount of financial aid that was not earned.

The University is required to calculate the amount of unearned
financial aid. MSU-Northern properly calculated the amount of
financial aid that is required to be returned to the U.S. Department of
Education and paid those amounts to the federal government on the
student’s behalf. Based on that amount, MSU-Northern incorrectly
reduced tuition and fee revenues for each student. This is not in
compliance with Board of Regents’ policy. The university did not
record an account receivable or collect from the student the funds
that were returned to the Department of Education.

As aresult, MSU-Northern tuition and fees revenue and receivables
from students are understated by a total of $23,049 during our audit
period.
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Recommendation #4

We recommend the university follow the Board of Regents’ policy
when issuing refunds.

Financial Aid Federal
Reporting

Page 12

Universities participating in certain financial aid programs are
required to complete a Fiscal Operations and Application to
Participate (FISAP) report. The report is due by October 1 of each
year. It reports the activity of the completed award year and requests
funds for the up coming award year.

The FISAP form is available on the web along with the instructions
for completing each line item on the report. We reviewed a
completed FISAP for each MSU campus. We noted errors in the
MSU-Billings FISAP for the 2001-02 award year.

The America Reads and the Math Tutors programs are both

100 percent funded by the federal government. The instructions for
the FISAP state that these programs should be reported at the total
amount of federal funds expended. When preparing the FISAP,
MSU-Billings made an error, assuming these programs are a

75 percent federal, 25 percent state match. This error under stated
the total federal expenditures by $1,081.

Additionally, the FISAP requires both the federal and non-federal
share of community services compensation work study to be reported
on separate lines. The university included the state share on the
federal line item and on the state line item. This resulted in double
reporting the state share and a total overstatement of $17,010.
University personnel stated they used the wrong number from the
supporting documentation.

Recommendation #5

We recommend the university improve procedures to ensure the
financial aid reports are accurate and prepared in accordance with
federal requirements.
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Schedule of Expenditures
of Federal Awards

(SEFA)

State agencies that receive federal financial assistance are required to
prepare a Schedule of Expenditures of Federal Awards (SEFA) and
submit it to the Governor’s Office of Budget and Program Phnning
(OBPP) for inclusion in the state’s Single Audit report. The SEFA is
required to be submitted in August of every year for the preceding
fiscal year.

Federal regulations require the SEFA to include: all individual
federal programs by federal agency; identification of the grant as
direct, subgrant, or passthrough; the total federal money expended
for each federal program; and the catalog of federal domestic
assistance (CFDA) number. We found the following errors in the
schedules submitted:

» The SEFA submitted by MSU—Bozeman in August of 2002 for
fiscal year 2001-02 was incomplete. A total of 39 out of
approximately 1,100 grants were omitted from the schedule.
These grants totaled approximately $1.6 million. Nearly one
third of this amount was due to the omission of the college work
study grant in the amount of $464,627.

» The fiscal year 2001-02 MSU—-Bozeman SEFA misclassified the
Leveraging Educational Assistance Partnership Grant (LEAP-
formerly SSIG). The grant is from the Office of the
Commissioner of Higher Education (CHE). The grant was
classified as a direct grant on the SEFA and should have been a
subgrant since it came from another state agency.

» The SEFA submitted by MSU—Northern for fiscal year 2001-02
was missing its LEAP grant. The SEFA was understated by
$14,777. University personnel stated Guaranteed Student Loan
personnel told them they could classify both the federal and state
share of LEAP as state. Therefore it was not categorized as
federal and not included on the SEFA.

» The SEFA submitted by MSU-Billings for fiscal year 2002-03
reported the wrong Federal Perkins Loan outstanding balance as
of June 30, 2003 in the SEFA Notes. The amount reported
omitted the current portion of the loans outstanding, understating
the total loans outstanding by $587,452.

» The SEFA submitted by MSU—Billings for fiscal year 2001-02
reported the wrong expenditure amounts for two grants. The
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SEOG grant, was overstated by $15,952 and college work- study
was understated by the same amount.

The SEFA errors noted above were caused by a variety of factors.
Performing more timely reconciliation, increasing communications
and coordination between the person who prepares the schedule and
the Grants & Contracts and Financial Aid offices, and management
reviews of the schedule could help reduce these errors in the future.
When errors or omissions are detected, the university officials should
submit corrections to OBPP.

Recommendation #6

We recommend the university ensure the Schedule of Expenditures of

Fede ral Awards is complete and accurate before submitting it to
OBPP.

Time Reporting
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State policy requires overtime be paid when hours worked exceed 40
in a work week. University policy further states that salaried part-
time employees working more than their normal work week should
show additional hours as extra hours worked, not overtime. Extra
hours are paid at the base wage rate while overtime is paid at time
and a half. We noted the following instances of incorrect overtime at
MSU-Bozeman:

» A position was budgeted at three-quarter time, but the employee
was working full-time hours. The employee was working 36 to
40 hours each week and charging the time above 30 hours to
overtime, not extra hours.

We estimate the employee was overpaid approximately $2,185
between April 2002 and June 2003 based on the
misclassification of hours.

» An employee was budgeted for two part-time positions. The
employee working in these positions agreed to perform
additional duties for a flat fee of $500 a month for a certain
number of months. The department converted the $500 into
overtime hours on the employee’s timesheet. Therefore, the
payroll records are inaccurate and do not reflect actual hours
worked.
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» The job duties of a vacant position in one department were
distributed to remaining staff. A dollar value was placed on the
additional job duties performed and overtime hours were
calculated for each employee equal to the dollar value placed on
the duties. Their timesheets were charged the calculated
overtime hours. The employees were paid for the additional
duties they completed, however, the timesheet does not reflect
actual hours worked, but rather an estimate to compensate for the
additional duties. Approximately $5,100 was paid in overtime
that was not supported by accurate time records.

Recommendation #7

We recommend the university:

A. Use proper coding for hours worked in excess of the amount the
position is budgeted for, and

B. Follow state policy charging overtime.

FICA Taxes

During the prior audit we noted students working for MSU-Northern
and enrolled for less than one-half time did not have appropriate
Social Security taxes withheld from their pay. In addition, the
university did not pay its share of the tax for these employees. The
IRS requires that a student be enrolled at least on a half-time basis to
be eligible for a Social Security tax exemption.

MSU-Northern personnel implemented procedures to ensure they
withhold Social Security taxes from those students that drop below
six credit hours. However, they have not paid the appropriate back
taxes to the federal government. According to university
calculations, the amount owed was approximately $7,700. They
determined this amount was immaterial. Failure to pay these taxes
results in an unpaid tax liability and may subject the university to
penalty and interest charges on this liability.

Recommendation #8

We recommend the university pay the amount of taxes due the

federal government.
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Fixed Assets
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State accounting policy requires the universities’ fixed asset records
be updated every time a fixed asset is purchased or disposed of. A
physical count of fixed assets is required every two years. Federal
requirements further state equipment records should be maintained
accurately and include a description, the serial number, source of
equipment, acquisition date and cost, location, who the title vests
with, and disposition data.

Montana State University implemented its BANNER accounting
system in fiscal year 1998-99. Initially, BANNER was unable to
produce the necessary reports needed to perform an inventory. At
the end of fiscal year 2001-02, BANNER reports were available for
this purpose.

In response to our prior audit recommendation, university personnel
stated they plan to update the inventory twice a year. The property
manager will do a physical count every other year. Currently,
inventory lists are available electronically and departments are
responsible for checking the list and ensuring the inventory properly
represents their department. They are required to report to the
property department concerning whether the list is accurate or needs
additions or reductions.

We reviewed the inventory lists for MSU-Bozeman and selected

20 items. We visited the department where the records indicated the
item was located and attempted to verify the information on the
inventory list was accurate. We noted the following exceptions:

» Two computers were no longer in service and had been
cannibalized, but were still on the inventory list.

» Two computers were located but the serial number on the
computers did not match the serial number on the inventory list.

We reviewed the MSU—Great Falls College of Technology inventory
list and selected 10 items. We located the items and attempted to
verify the information on the inventory list was accurate for the item
selected. We noted the following exceptions:
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» Two items were not located.

University faculty indicated that a blood gas analyzer, used in
respiratory therapy classes, was disposed of several years ago.

Auto body equipment valued at approximately $66,000 was not
located. Upon further research, university staft determined the
item on the property list was acquired during the construction of
the auto body shop. The asset on the list is possibly an
assortment of tools and equipment that should be listed
separately on either the capital assets list or the minor equipment
list.

» One item had no property tag.

» One item had an incorrect property tag.

Recommendation #9

We recommend the university strengthen its controls for recording and

tracking fixed assets.
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<7 RECEIVED Office of the President
211 Montana Hall
MONTANA NOY 9 4 2003 P.O. Box 172420
STATE UNIVERSITY - Bozeman, MT 59717-2420
LEGISLATIVE AUDIT DIV, Teleph
_ (406) 994-2341
BOZEMAN el (406) 994-1893

November 21, 2003

Mr. Scott A. Seacat
Legislative Auditor
Legislative Audit Division
State Capitol, Room 135
P.O. Box 201705

Helena, MT 59620-1705

Dear Mr. Seacat:

Enclosed you will find Montana State University’s responses to the recommendations of our
Financial Related Audit Report.

Montana State University would like to thank the Legislative Audit Division for their diligent
efforts in the Financial Related Audit for the two fiscal years ended June 30, 2003. As MSU
continues to experiencetremendous growth in sponsored research, we particularly appreciate

Enclosure
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MONTANA STATE UNIVERSITY
Response to Audit Recommendations
Financial Related Audit for the Two Fiscal Years Ended June 30, 2003

Recommendation #1

We recommend the university comply with its procedures to ensure:

A. Expenditures do not exceed authorized budget amounts.
B. Expenditure corrections are made and grants are closed out within 90 days or according
to grantor guideline.

Montana State University partially concurs with A and concurs with B.

A. Expenditures charged to grantors have not exceeded grantor’s authorized budget
amounts. Thus, the expenditures noted in the recommendation have no bearing on
compliance with the grantor’s authorized budget or compliance with federal reporting
requirements. However, the expenditures noted in the recommendation are a result of an
accounting matter internal to MSU-Bozeman. We will reevaluate our policies and
accounting practices in response to this recommendation.

B. We will make expenditure corrections and grant closures in comphance with University
policy and grantor guidelines.

Recommendation #2

We recommend the university comply with its controls over the grant monitoring process to
ensure all state and federal requirements are met.

Montana State University concurs.
Recommendation #3

We recommend the university revise its refunding policy to ensure the correct date is used to
calculate the amount of aid that must be returned to the U.S. Department of Education.

Montana State University concurs and has necessary made process corrections.

Recommendation #4

We recommend the university follow the Board of Regents’ policy when issuing refunds.
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Montana State University concurs and has already implemented corrective measures.
In addition, the university will review the students’ accounts described in this finding and
make appropriate changes.

Recommendation #5
We recommend the University improve procedures to ensure the Financial Aid Reports are
accurate and prepared in accordance with federal requirements.

Montana State University concurs and has already implemented corrective measures.

Recommendation #6

We recommend the University ensure the Schedule of Expenditures of Federal Awards is
complete and accurate before submitting it to OBPP.

Montana State University concurs. Written procedures have been developed to ensure
that adequate review of the Schedule of Expenditures of Federal Awards is performed
prior to its submission to OBPP. Necessary corrections have been submitited to OBPP.

Recommendation #7

We recommend the university:

Al Use proper coding for hours worked in excess of the amount the position is budgeted for,
and
B. Follow state policy for charging overtime.

Montana State University concurs. Additionally, we must also adhere to contact
language of our unions regarding overtime.
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Recommendation #8
We recommend the university pay the amount of taxes due the federal government.

Montana State University concurs and will comply by the end of this calendar year.

Recommendation #9

We recommend the university strengthen its controls for recording and tracking fixed assets.

Montana State University concurs.
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